UNIVERSITY  OF 

ILLINOIS  LIBRARY 

A.T  URBANA-CHAMPAIGN 

BOOKSTACKS 


CENTRAL  CIRCULATION  BOOKSTACKS 

The  person  charging  this  material  is  re- 
sponsible for  its  renewal  or  its  return  to 
the  library  from  which  it  was  borrowed 
on  or  before  the  Latest  Date  stamped 
below.  You  may  be  charged  a  minimum 
fee  of  $75.00  for  each  lost  booic. 

llMft/  imitUotlefV  and  underlining  of  books  ore  reasons 
for  disciplinary  action  and  may  result  In  dismissal  from 
the  University. 

TO  RENEW  CAU  TELEPHONE  CENTER,  333-8400 
UNIVERSITY   OF    ILLINOIS    LIBRARY   AT    URBANA-CHAMPAIGN 


AUG  2 


When  renewing  by  phone,  write  new  due  date  below 
previous  due  date.  LI 62 


Digitized  by  the  Internet  Archive 

in  2011  with  funding  from 

University  of  Illinois  Urbana-Champaign 


http://www.archive.org/details/newlymarriedcoup23ferb 


3 


Faculty  Working  Papers 


^ 


Nexo'ly  Harried  Couples  and  Their 
Asset  Accumulation  Decisions 

Robert  Ferber 
University  of  Illinois 

and 

Francesco  Nicosia 
University  of  California,   Berkeley 


College  of  Commerce  and  Business  Administration 

University  of  Illinois  at  Urbana-Champaign 


FACULTY  TTORKING  PAPERS 
College  of  Commerce  and  Business  Administration 
University  of  Illinois  at  Urbana-Champaign 
August  9,  1971 


Newly  Married  Couples  and  Their 
Asset  Accumulation  Decisions 

Robert  Ferber 
University  of  Illinois 

and 

Francesco  Nicosia 
University  of  California,  Berkeley 


h 


No.  23 


NEWLY  MARRIED  COUPLES  AND  THEIR  ASSET  ACCUMULATION  DECISIONS* 
Robert  Ferber  and  Francesco  Nicosia 

This  paper  has  two  main  purposes.  First,  following  abrief  discussion 
of  the  reasons  for  the  construction  of  the  Illinois-Berkeley  panel  of  newly 
married  couples,  a  conceptual  and  general  framework  for  the  study  of  asset 
accumulation  decisions  is  presented.  Second,  results  of  an  empirical  test 
of  some  parts  of  the  framework  using  data  of  the  Illinois-Berkeley  panel 
are  given  and  a  nimiber  of  hypotheses  are  developed  for  future  study  of  consuirier 
asset  decisions . 

I.  The  Study  of  Newly  Married  Couples 

As  a  "natural"  lanit  in  our  culture,  the  family  has  been  studied  in  a 
variety  of  ways  by  several  branches  of  the  social  sciences.  For  many  cen- 
turies, various  characteristics  of  the  family  have  been  observed  for  census 
and  taxation  purposes.  This  interest  in  the  family  has  been  naturally  pre- 
sent in  the  economics  literature. 

Several  premises  and  operational  definitions  of  past  studies  of  the 

family,  or  household,  need  to  be  reassessed  as  society  enters  the  beginning 

1 
stages  of  affluence.   It  has  become  clear  that  one  of  these  definitions-- 

that  of  household — has  to  be  examined  more  closely.  Usually,  past  and  pre- 
sent marketing  studies  of  household  behavior  in  the  market-place  record 
families'  spending  and  saving  by  interviewing  one  member  of  a  household. 


*We  acknowledge-  with  many  thanks  financial  support  received  from  the 
Ford  Foimdation  and  Educational  Foundation  of  the  American  Association  of 
Advertising  Agencies  (AAAA)  in  setting  up  and  continuing  this  panel .  We 
would  also  like  to  express  our  appreciation  to  Lucy  Chao  Lee  for  assisting 
with  the  empirical  analysis.  A  very  preliminary  version  of  this  paper 
was  presented  at  the  annual  meetings  of  the  American  Psychological  Associa- 
tion, Miami  Beach,  Florida,  September  5,  1970. 

1  - 

As  documented  very  clearly  by  George  Katona  in  The  Mass  Consumption 
Society  (New  York:  McGraw-Hill,  1964)  and  in  The  Powerful  Consumer  [New 
York:  McGraw-Hill,  I960). 
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The  conceptiial,  methodological,  and  empirical  shortcomings  of  this  practice 
are  well  known.  The  economic  and  para-economic  behavior  of  a  family  is  a 
multi-person  decision  process. 

Evidence  suggests  that  this  is  true  even  for  relatively  minor  choices. 
One  brand  of  breakfast  cereal  may  be  bought  by  a  housewife  acting  as  the 
purchasing  agent  for  her  husband.  In  the  case  of  another  brand  (or  family 
type),  the  purchase  may  result  from  the  mother's  preference  for  the  package 
design  (convenience  in  storing  and  handling)  and  from  her  child's  desire 
for  special  gifts  or  coupons.  In  the  first  case,  the  appropriate  unit  of 
observation  is  obviously  the  husband.  The  second  situation,  which  is  pro- 
bably more  common,  is  more  complex.  Not  only  are  there  two  units  of  ob- 
servation (mother  and  child) ,  but  the  choice  results  from  the  interaction 
among,  at  least,  two  persons'  preferences.  The  release  of  this  inter- 
action into  a  purchase  may  be  subjected  to  influences  and  constraints  of 
economic,  psychological,  and  social  nature. 

There  are  basic  and  applied  questions  where  this  multiplicity  of  rel- 
evant units  of  observation  and  their  interactions  cannot  be  ignored.   In 
these  cases,  micro-economic  tlieory  does  not  suggest  guidelines  for  deeper 
ino,uiries  into  the  structure  of  family  behavior.  Studies  based  on  behavioral 
theories  have  unfortunately  concentrated  on  facets  other  than  economic,  e.g., 
the  non-economic  dimensions  of  marriage.  Furthermore,  the  conceptual  and 
empirical  strength  of  many  of  these  studies  usually  does  not  meet  the  re- 
quirements of  app.lied'^disciplines  such  as  marketing.  After  the  pioneering 
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Studies  in  the  fifties,     the  marketing  community  has  given  progressively 


z 

See,  e.g.,  Katona,  G.  and  E.  Mueller,  "A  Study  of  Purchase  Decisions," 
in  Clark,  L.H.,  ed. ,  Consumer  Behavior,  The  Dynamics  of  Consimter  Reaction, 
New  York:  New  York  University  Press,  1954. 
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more  attention  to  economic  family  behavior.     From  the  well-known  symposium 

3  It 

on  household  decision-making  in  1961  to  the  work  by  Davis  and  the  explo- 
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rations  into  what  is  a  husband-wife  interaction,  the  results  of  this 
marketing  literature  are  promising. 

1.  Habitual  Behavior,  Marriage,  and  Panel  Designs 

Basic  and  applied  studies  of  family  econcmic  behavior,  however,  face 
a  difficult  methodological  problem.  As  is  well  known,  most  so-called  con- 
sumer behavior  is  habitual.  Thus,  as  in  many  other  disciplines,  researchers 
find  it  extremely  difficult  to  identify  the  structures  that  underlie  and  com- 
prise such  behavior.  In  the  physical  and  related  disciplines,  this  situation 
is  referred  as  the  problem  of  inferring  the  content  of  a  box  which  is  closed 
to  direct  observation;  here,  methodological  inventiveness,  mathematical 
rigor,  and  the  art  of  statistical  inference  have  been  the  major  ingredients 
for  handling  this  problem  satisfactorily. 

Applied  disciplines  have  been  developing  not  only  an  awareness  of  this 
problem  but  also  their  own  methodological  devices.  In  principle,  we  should 
be  able  to  vary  family  behavior  experimentally  such  that,  given  some  initial 
notion  of  what  underlies  this  behavior,  and  given  induced  disturbances  and 
our  recording  of  the  reactions  to  them,  v;e  should  be  able  to  identify  grad- 
ually the  structures  making  for  the  observed  behavior. 
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Foote,  N.N.,  ed. ,  Household  Decision-making,  New  York:  New  York 
University  Press,  1961. 
If        ■ 

See  Davis,  H.L.,  "Dimensions  of  Marital  Roles  in  Consumer  Decision 
Making",  Journal  of  Marketing  Research,  Vol.  7  (May  1970),  pp.  168-177. 

5 

Kelly,  R.F,  and  M.B.  Egan,  "Husband  and  Wife  Interaction  in  a 
Consumer  Decision  Process,"  in  McDonald,  P.R.,  ed..  Marketing  Involvement 
in  Society  and  the  Economy,  Chicago,  111.:  American  Marketing  Association, 
August  1969. 


This  principle  has  been  implemented  in  many  studies  concerning  a  variety  of 
problems.  The  experimental  study  of  a  family,  in  laboratory  or  real  life  con- 
ditions, however,  is  not  easy  to  implement. 

Substantive  insights  into  family  behavior  and  methodological  developments 
have  suggested  alternatives  to  traditional  experimental  designs .  The  substan- 
tive insights  were  first  discussed  informally  by  a  group  of  researchers  at 
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the  Bureau  of  Applied  Social  Research.   Briefly,  the  notion  was  that  life 
itself  provides  disturbances  to  man's  habitual  behavior.   In  the  case  of 
family  behavior,  examples  of  these  natural  disturbances  are  the  birth  of  a 
child,  a  family  death,  change  in  residence,  and  of  course  marriage.  These 
events  tend  to  create  readjustments  that  directly  or  indirectly  involve  buy- 
ing and  saving  behavior  and  other  paraeconomic  styles  of  life.   So  far,  the 

7 

change  in  residence  disturbance  has  attracted  the  most  attention. 

In  our  case,  we  have  focussed  on  marriage.   It  is  clear  that  marriage  is 
a  natural  disturbance  which  probably  contains  the  largest  potential  for  the 
study  of  substantive  and  methodological  problems.   Each  spouse-to-be  will 
differ  in  a  variety  of  ways--in  cultural  heritage,  social  and  economic  back- 
ground, psychological  make-up,  and  so  forth,  including  habitual  behavior  in 
a  variety  of  areas  (from  personal  hygiene  to  reading,  radio  listening. 
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These  discussions  are  summarized  in  Clock,  C.Y.,  and  F.M.  Nicosia, 
"Sociology  and  the  Study  of  Consumers,"  Journal  of  Advertising  Research, 
Sept.  1963;  and  ''The  Consumer"  in  Lazarsfeld,  P.F.,  Sewell,  W.H.,  and 
Wilensky,  H.L.  (eds . )  The  Uses  of  Sociology,  New  York:   Basic  Books,  1967. 
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See  Rossi,  Peter,  ...Why  Families  Move,  Chicago,  111:  National  Opinion 
Research  Center,  1955.   For  studies  more  sharply  focussed  on  marketing  impli- 
cations, see,  e.g.,  Andreasen,  Alan,  "Geographic  Mobility  and  Market  Segmen- 
tation," Journal  of  Marketing  Research,  Vol.  3  (Nov.  1966),  341-348;  and  Kelly 
and  Egan,  op.  cit. 


and  TV  viewing  habits) .  Dating  and  engagement  may  have  provided  not  only 
some  sorting  device  to  identify  the  appropriate  partner  but  also  varying 
degrees  of,  shall  we  say,  rodage.  Yet,  short  of  compulsory  premarital  co- 
habitation, most  couples  find  themselves  in  a  relatively  new  and  constrained 
situation  after  marriage.  Consciously  or  not,  they  must  resolve  their  dif- 
ferences, disengage  from  many  of  their  past  routines,  and  build  a  new  manage 
a  deux. 

The  methodological  developments  that  underly  our  study  of  newly  married 
couples  concern  panel  designs  and  analyses.  Although  proposed  in  the  forties 
by  Lazarsfeld,  panels  have  gained  recognition  rather  slowly.   In  some  sense 
this  has  avoided  the  usual  overenthusiasm  and  overbuying  of  a  new  idea  and 
the  unfortunate  but  usual  and  premature  dismissal  of  the  entire  idea.  Over 
the  years,  the  research  community  has  had  time  to  assess  the  many  pros  and 
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cons  of  this  survey  design.   In  particular,  it  has  become  clear  that  panels 
provide  the  means  of  recording  complex  chains  of  changes  that  may  follow 
disturbances  introduced  in  a  system  at  rest  either  experimentally  or 
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Among  the  most  comprehensive  reviews,  see  Ferber,  Robert,  The  Reliability 
of  Consumer  Reports  of  Financial  Assets  and  Debts,  University  of  Illinois 
Bureau  of  Economic  and  Business  Research,  Studies  in  Consumer  Savings  No. 
6,  1966;  Sudman,  Seyioour,  "On  the  Accuracy  of  Recording  of  Consimier  Panels," 
Journal  of  Marketing  Research,  Vol.  1  Olay,  August  1964),  pp.  14-20,69-83. 
For  a  discussion  of  the  applicability  of  panel  designs  and  aiialyses  to  dif- 
ferent marketing  management  questions,  see,  e.g.,  Nicosia,  F.M.,  "Panel 
Designs  and  Analysis,"  in  Bennett,  P.D.,  ed. ,  Economic  Growth,  Competition, 
and  World  Markets,  Chicago,  111.:  American  Marketing  Association,  September 
1965;  articles  by  Andreasen,  A.,  Granbois,  D. ,  Engle,  J.,  and  Pratt,  R. , 
Jr.,  in  Bennett,  op.  cit.,:  and  Nicosia,  F.M.,  R.  Pratt,  Jr.,  A.  Andreasen, 
D.  Granbois,  and  J.  Engle,  Longitudinal  Analysis,  Free  Press,  forthcoming. 
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"naturally"  (i.e.,   by  life  occurrances) . 

2.  The  Illinois-Berkeley  Panel  of  Newly  Married  Couples 

This  panel  reflects  the  increasing  interest  by  social  scientists  and 
marketing  researchers  in  the  family.  We  decided  that  our  understanding  of 
family  economic  behavior  can  be  improved  if  we  can  observe  how  it  is  formed 
from  its  very  beginning.  We  also  decided  that  a  panel  design  would  be  an 
appropriate  method  to  record  the  formation  of  habitual  styles,  and  thus 
that  a  panel  is  a  course  for  data  analyses  to  reconstruct  the  structures 
comprising  family  decision  making. 

These  are  in  brief  the  major  features  of  the  panel.  Given  the  explor- 
atory nature  of  the  study,  we  did  not  want  a  national  sample  nor  did  we 
want  to  observe  our  couples  in  the  often  bewildering  complex  environment 
of  a  large  city.  To  the  contrary,  we  wanted  one  or  two  small  cities,  as 
reasonably  closed  or  self-contained  Ceconomically  and  socially)  as  possible. 
We  settled  for  Peoria  and  Decatur,  Illinois,  both  between  100,000  and  250,000, 
industrial,  and  relatively  isolated  from  other  major  urban  centers. 

Ideally,  it  would  have  been  desirable  to  begin  at  least  with  subjects 
at  the  engagement  stage j  this  was  beyond  our  financial  resources.  Our 
population  was  all  couples  in  those  two  cities  married  during  the  summer 
months  of  1968.   They  were  intein/iewed  for  the  first  time  in  late  September 
and  early  October.  This  first  wave  produced  313  interviews  of  about  an 
hour  length.  The  same  couples  were  reinterviewed  four  times  (Spring  and 
Fall  1968,  and  Spring  and  Fall  1970),  and  the  data  from  these  five  waves 
are  used  in  this  analysis . 
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For  the  introduction  of  this  concept  of  "natural  experiment",  see 
Nicosia,  op  .  cit. ,  1965;  see  also  the  recent  discussion  in  Green,  P.E. 
and  D.S.  Tull,  Research  for  Marketing  Decisions .  Englewood  Cliffs,  N.J.: 
Prentice  Hall,  1970,  pp.  97-101. 
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Marriage  will  cause  many  changes  in  life  styles  of  both  spouses.  But, 
given  our  limited  resources,  we  had  to  select  a  few  behavior  areas  and  a 
few  possible  processes  that  may  underly  such  changes.  Within  these  con- 
straints, the  choice  was  especially  guided  by  the  desire  to  observe  areas 
of  basic  importance  to  the  family  institution,  to  the  economy,  and  pos- 
sibly to  a  society  that  is  beginning  to  experience  the  cultural  costs  and 
paradoxes  of  affluence. 

First  of  all,  therefore,  we  decided  to  interview  only  young  couples. 
Our  criterion  was  the  age  of  the  head  of  the  household--30  years  or  younger. 
We  began  by  thinking  about  financial  matters,  that  is,  how  do  our  couples 
receive  income,  manage  it,  spend  it?  Over  the  various  waves  we  have  con- 
centrated in  various  degrees  on  recording  their  saving  decisions  (amount 
and  type),  use  of  credit,  purchase  of  different  types  of  insurance,  and 
purchases  of  household  durables.  Many  of  these  data  enter  into  the  model 
of  asset  accumulation  presented  in  this  paper. 

II.  Conceptual  Frajnework  for  Asset  Accumulation  Decisions 
How  do  young  couples  decide  how  much  to  spend  and  how  much  to  save  of 

1  0 

their  income,  and  in  what  form  to  put  their  savings?   Such  decisions  are 
among  the  most  important  made  by  newlyweds,  for  the  consequences  may  relate 
not  only  to  their  future  economic  welfare  but  the  probable  success  of  the 
marriage  itself.  Yet  virtually  no  work  seems  to  have  been  done  on  this 
subject.  The  only  studies  even  remotely  related  are  the  few  economic  analy- 
ses of  the  factors  related  to  family  asset  holdings  and  the  sociological 
studies  of  the  causes  of  marital  break-ups. 


1  0 

Throughout  this  paper  "saving"  refers  to  current  accumulation,  i.e., 
saving  out  of  cvirrent  receipts,  and  "savings"  to  stock  of  wealth  at  a  par- 
ticular time. 


"IJf. 


The  focus  of  our  inquiry  is  on  such  asset  accumulation  decisions  by 
newlyweds.  First,  we  present  a  conceptual  framework  for  such  decisions 
for  both  financial  and  non -financial  assets,  and  incorporate  vtithin  this 
framework  many  different  types  of  factors  that  enter  into  these  decisions. 
Moreover,  an  attempt  is  made  to  present  such  a  framework  in  dynamic  terms, 
to  allow  for  changes  in  the  couple's  saving  and  savings  objectives  with  the 
passage  of  time.  After  having  indicated  exactly  what  sort  of  decisions  we 
are  trying  to  explain,  we  present  the  econometric  specification  of  the  part 
of  the  model  we  are  testing. 

1.  Asset  Accumulation;  A  Decision  Sequence 

Three  types  of  asset  accumulation  decisions  are  considered  within  the 
present  framework.  They  are: 

1.  How  much  should  be  saved  out  of  current  income? 

2.  Into  what  assets  should  the  saving  out  of  current  income  be  put? 
Or,  if  there  are  dissavings,  what  should  be  the  source  of  these 
dissavings? 

3.  Given  total  wealth  as  the  sum  of  prior  wealth  and  current  saving, 
how  should  this  wealth  be  allocated  among  alternative  assets  (and 
debts)? 

To  some  extent,  these  decisions  are  interdependent.  As  a  first  approx- 
iination,  however,  we  shall  assume  that  for  analytical  purposes  these  deci- 
sions can  be  treated  as  sequential  through  time,  in  the  sequence  that  they 
are  presented.   In  econometric  terms,  this  permits  us  to  formulate  a  recur- 
sive model,  v\fhich  offers  certain  advantages  for  the  estimation  of  parameters. 
Moreover,  from  the  point  of  view  of  decision  analysis,  this  assumption  is 


Jf'C     ic:'' 
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not  implausible.  Certainly,  decisions  on  total  saving  in  the  current  period 
are  likely  to  precede  decisions  on  how  to  allocate  these  fxinds;  and  it  also 
seems  plausible  that  the  allocation  of  one's  total  wealth  (including  current 
saving)  is  likely  to  be  reconsidered  after  it  is  known  what  current  saving 
is  likely  to  be. 

To  be  sure,  in  practice  these  decisions  are  likely  to  be  more  of  an 
iterative  nature,  but  if  the  iterations  follow  the  same  recursive  pattern 
as  here  postulated,  the  analytical  results  are  likely  to  be  essentially  un- 
changed. 

In  effect,  from  the  point  of  view  of  model  specification,  we  have  two 
sets  of  decisions  to  explain — one  set  regarding  current  saving  and  one  set 
regarding  total  wealth.  Within  our  recursive  framework,  it  is  desirable  to 
consider  each  set  separately. 

1 . 1  Current  Saving 

Conscioxisly  or  not,  any  consumer  unit  has  to  make  two  decisions  regard- 
ing current  savLng — how  much  and  in  what  form.  The  "how  much"  most  likely 
comes  first,  partly  because  it  is  interrelated  with  expenditure  decisions 
which  generally  take  priority  and  partly  because  such  evidence  as  is  avail- 
able (as  v^'ell  as  the  advice  of  home  economists)  suggest  that  the  form  of 
saving  be  determined  by  the  amount  of  saving  among  other  things.  Even  in 
the  case  of  contractual  saving,  such  as  payroll  deduction  for  a  pension  or 
home  mortgage  payments,  the  initial  decision  has  to  depend  on  the  amount  of 
saving  that  will  be  available.  Admittedly  attitudes,  motivations,  expectation 
level  and  t>-pes  of  aspirations  may  partly  determine  this  amount;  allowance  foi 
some  of  these  factors  is  made  in  the  model . 


.'t 


'■"vl- 


-10- 


Accordinglyj  the  amount  saved  S  ,  in  a  particular  period  t,  by  a  couple 

is  hypothesized  to  depend  on  the  following  factors: 

Current  income  C^'  ),  the  usual  budget  constraint,  that  may  be 
relatively  strong  for  a  young  couple.  ^'^ 

Attitudes  toward  saving  versus  spending  (A  ) ,  as  indexes  of  the 
desire  to  save. 

Financial  and  other  resources  made  available  by  parents  and  rela- 
tives (F •) ,  a  factor  of  particular  importance  for  newlyweds. 

Felt  need  for  acquisition  of  household  and  related  goods  (N  ) , 
especially  relevant  once  more  for  newlyweds. 

Our  first  equation  in  general  form  is,  therefore: 

(1.1)  S^  =  f  (Y,,  A^,  F,,  N^) 

Next,  we  consider  the  determinants  Of  the  amount  saved,  S  ,  in  period 
t,  in  form  of  saving  i,  by  the  couple.   Since  by  our  recursive  system,  S  , 
is  already  determined,  we  may  consider  the  proportion  saved  in  form  i,  as  the 
variable  to  be  explained,  that  is,  P^  =  S  /S  .  However,  many  if  not  most  couples 

L>  t      t 

may  save  nothing  in  a  particular  form;  this  aspect  of  the  problem  is  best  divided 

in  two--who  saves  in  that  form,  (H^J ,  and  how  much  (P^) •  The  former  variable 

(H  )  would  seem  to  depend  on  the  following: 

Attitudes  toward  saving  in  that  particular  form  (A  ) ,  as  an  ab- 
solute index  of  desire  to  save  in  that  form. 

Attitudes  toward  saving  in  that  form  relative  to  saving  in  general 
(A  /A  ) ,  as  a  relative  index  of  desire  to  save  in  that  form. 

Educational  background  of  the  financial  decision-maker  (E  ) ,  for 
evidence  suggests  that  the  moi-e  educated  are  more  amenable  to 
investing  in  variable-dollar  rather  than  fixed-dollar  forms. 


11 

In  future  analyses  we  shall  explore  whether  the  strength  of  this  con- 
straint varies  according  to  the  couples'  aspirations  and  other  characteristics, 
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Total  saving  CS^),  for  as  total  saving  rises  allocation  into  dif- 
ferent forms  becomes  more  likely. 

Communication  and  promotional  impact  (C  )  on  our  subjects  of 
messages  promoting  that  form  of  saving. 

This  equation,  really  a  set  of  equations,  is: 
CI. 2a)    H^  =  g^  ik\,  k^/A^,   E^,  S^,  cj) ,  for  i  =  1,  . . . ,  m. 

The  second  variable,  P  ,  may  be  considered  to  depend  on  essentially 
the  same  set  of  variables  as  in  CI '2 a)  with  the  addition  of  P  ^,   since 
saving  in  a  particular  form,  once  begun,  is  likely  to  become  a  habit.  Also, 
this  equation  applies  only  to  the  subsample  that  does  save  in  that  form. 
The  equation  can  be  represented  as; 
CI. 2b)    P^  =  g^  CA^,  A^/A^,  E^,  S^,  C^,  P^^j),  for  i  =  1,  ...,  m  for  only 

those  couples  for  whom  H  =  1 . 

In  other  words,  there  are  conceptually  2m  equations,  one  for  each  form 
of  saving.  In  practice,  however,  only  2m-l  equations  are  needed,  since 
one  equation  of  the  allocation  is  determined  by  the  fact  that  EP  =  1. 

Although  S  and  P  are  the  principal  economic  variables  entering  into 

current  saving,  from  a  decision  point  of  view  it  is  desirable  to  move  one 

step  further  and  consider  the  determinants  of  the  attitudinal  and  advertising 

variables — A  .  A  and  C^ — because  these  are  not  only  current  but  are  poten- 
t   t     t 

tially  manipulable.  Our  hypotheses  on  their  determinants  are  as  follows: 

General  attitudes  toward  saving  (A  }  depend  upon: 

Educational  background  of  the  financial  decision-maker  (E  ) . 

Total  savings,  or  wealth,  expected  at  end  of  period  CW^) ,  on  the 
premise  that  the  more  savings  one  expects  to  have,  the  more  fa- 
vorably disposed  one  is  toward  saving. 

Long-run  goals  of  couple  CG.),  for  some  goals  will  require  more 
saving  than  others ,  and  more  incentive  to  do  so . 
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This  equation  is,  then; 
CI. 3)  A^  =  h  CE^,  W^,  G^) 

Attitudes  toward  saving  in  a  particular  foim  (A  )  are  assumed  to  be 
determined  by: 

E  ,  as  above. 

W®,  because  as  assets  are  expected  to  be  accumulated  it  is  well 

known  that  certain  forms  take  precedence  over  others. 
H^,  for  familiarity  reasons. 

C^,  assuming  that  more  ad  impact  is  related  to  more  desire  to 

save. 
Z^,  a  set  of  personality  characteristics  of  the  husband  and  wife 
possibly  relevant  to  saving  behavior,  as  specified  in  the 
next  section. 
The  resulting  general  form  is: 
CI. 4)  a\   =  h^  CE^,  W®,  H^,  Cj,  Z^,for  i  =  1,  ...,  m 

This  is  a  set  of  m  equations,  each  with  different  parameters. 
Communication  and  promotional  awareness  (C  )   may  be  said  to  be  deter- 
mined by: 

E  ,  as  before. 

H''',  for  reinforcement  reasons. 

A""",  for  those  more  motivated  are  more  likely  to  be  receptive  to 

promotional  messages . 

Readership  of  magazines,  newspapers  (M^)   and  use  of  other  media, 
which  makes  possible  exposure  to  such  messages . 


Z""".  for  the  same  reasons  as  before, 
t' 

Hence,  this  equation  is: 
CI. 5)  Cj  =  k  CE^,  H^,  A^,  M^,  Z^) 
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The  equation,  in  general  form,  is: 

(1.7a)       r\   =  k^  CaJ,  aJ/A^,  G^,  E^,  W^,  C^,  zJ) ,  for  i  =  1. . . ,  m 

The  allocation  of  wealth  CV^  =  W^/W)  is  assumed  to  depend  on  the  same 

t    t 

set  of  variables  plus  the  allocation  in  the  preceding  period,  V  , ,  because 
of  the  very  strong  likelihood  of  habit  formation,  especially  as  applied  to 
those  having  this  form  of  wealth.  The  equation  is: 

(1.7b)       V^  =  k.  (aJ,  aJ/A^,  G^,  E^,  W^,  cJ,  Z^,  V^_p,  for  i  -  1,  ..., 

m   for  couples  for  which  H  =  1. 

As  with  Equations  1.2,  this  is  a  set  of  2m  equations,  though  for  em- 
pirical analysis  only  2m-l  equations  are  required. 

The  decision  components  of  this  equation  are  A  and  A  ,  and  these  are 
already  explained  by  Equations  1.3  and  1.4.  Hence,  for  the  present  purposes, 
the  model  is  complete. 

1.5  Recapitulation 

We  have  a  mcdei  of  6m  +  1  equations  to  explain  the  following  dependent 
variables : 

dl.  amount  of  saving  (S  ) ;  and  allocation  of  saving  among  different  forms 

d2.  saving  in  a  particular  form  (S  ) ,  and  allocation  of  saving  among 

these  forms 
d3.  attitudes  toward  saving  in  general  (A  ) ,  and  toward  specific  assets 

d4.  Advertising  impact  on  saving  form  i  (C  ) ;  and 

d5.   total  wealth  (W  ) ,  and  allocation  of  wealth  among  different  assets 

(vj). 


d6.  ownership  of  particular  assets  (H^) , 


-!.■*•;  1  rh 
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It  should  be  noted  that  the  m  assets  can  be  as  specific  or  as  general 
as  desired,  and  that  "assets"  may  also  include  debt  categories  as  well  as 
nonfinancial  assets  such  as  durable  goods. 

1.2  Wealth 

The  wealth  of  a  couple,  or  a  consumer  iinit,  represents  the  summation 

of  all  past  saving,  i.e.; 

where  W^  =  T^  +J:     S^ 

t    t-n  t-n  t 

n  is  the  age  of  the  family  unit;  and 

T^   is  the  initial  wealth  at  the  time  of  formation  of  the  unit, 
t-n 

Alternatively,  for  our  purposes  we  can  consider  W  as  determined  by  the 
wealth  at  the  start  of  the  previous  period  plus  current  saving,  i.e.; 
(1.6)       W^  =  W^_,  -  S^ 

By  this  definition,  given  the  prior  determination  of  S  through  Equa- 
tion 1.1,  W  is  fully  determined.   It  remains,  then,  to  consider  the  alloca- 
tion of  W  among  the  various  asset  categories.  As  with  saving,  however,  it 
is  best  to  divide  this  problem  in  two — ^who  owns  a  particular  asset,  and  how 
much.  The  former  variable,  H, ,  is  postulated  to  depend  on; 

Attitudes  toward  saving  in  that  form  (A  ) ,  for  the  same  reason  given 
for  P^,  in  Equation  Q-^:). 

Attitudes  toward  saving  in  that  form  relative  to  saving  in  general 

(Ai/A  ) ,  for  the  same  reasons  as  before. 

t  t 

Long-run  goals  (G  ) ,  as  before. 

Educational  background  of  financial  decision-maker  (E  ) ,   as  before. 

Total  wealth  &A,   for  some  assets  become  more  important  than  others 
as  W  increases. 

Impact  on  decision  process  of  messages  about  that  asset  (C. ) ,  as  before, 
Personality  characteristics  (_!  ) ,   as  before. 


•V  :  <■■■    i.^^/iT-'- 


1     iy>    ■■'    f.1 


'       -1      •-.   ■.   <u     •■ 


-15- 


in  terms  of  the  following  purely  exogenous  variables: 
el.   income  (Y  ) ; 

e2.  other  resources  available  (F  ) ; 
e3.   felt  need  for  goods  (N  ) ; 
e4.  education  (E  ) ; 
eS.   expected  wealth  (W  ) , 
e6.   exposure  to  advertising  (M  ) , 
e7.  personality  characteristics  (Z^),  and 
e8.  long-run  goals  (G  )  of  the  couple. 
The  general  estimation  procedure  can  be  outlined  as  follows: 

1.  Estimate  A  and  C  simultaneously  from  (m-1)  sets  of  two  simul- 
taneoiis  equations  from  (1.4)  and  (1.5). 

2.  Estimate  A^  from  (1.3). 

3.  Estimate  S  from  (1.1)  and  Step  2. 

4.  Estimate  D;^  and  P  from  (1.2)  and  Steps  1  and  3. 

5.  Estimate  W  from  (1.6)  and  Step  3. 

6.  Estimate  H  and  V  from  (1.7)  and  Steps  1  and  5. 

The  role  of  intervening  variables  was  introduced  by  George  Katona  some 
time  ago,  with  his  emphasis  on  the  importance  of  attitudes  and  other  variables 

12 

of  a  psychological  nature  in  influencing  economic  behavior.    The  present 
model  builds  on  his  earlier  work  in  introducing  a  few  such  variables  at 
various  stages  of  the  decision  process,  and  indeed  by  including  the  concept 
of  attitudes  as  a  determining  factor  on  behavior.   It  should  be  stressed. 


12 

See,  for  example,  his  Psychological  Analysis  of  Economic  Behavior 
(New  York:  McGraw-Hill,  1951). 


}C 
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however,  that  this  general  fi-amework  is  subject  to  modification  based  on 
empirical  results. 

III.  A  Partial  Test 

A  full  test  of  the  model  presented  in  the  preceding  section  is  not  yet 
possible,  partly  because  not  all  the  data  have  as  yet  been  collected  and  partly 
because  time  restrictions  have  not  permitted  carrying  out  all  the  tests  that 
could  be  made  with  the  available  data.  More  specifically,  the  data  presently 
available  (from  Waves  1-5)  include,  among  the  dependent  variables,  various 
components  of  attitude  toward  saving  in  the  form  of  specific  assets  (dS) , 
communication  awareness  (d4) ,  total  wealth  (dS) ,  and  ownership  of  particu- 
lar assets  and  their  allocation  (d6) .  The  exogenous  variables  available  in- 
clude income  (el),  other  resources  (e2) ,  felt  need  for  goods  (e5) ,  ownership 
of  the  particular  form  of  savings  (e4) ,  education  (eS)  of  both  husband  and 
wife,  exposure  to  advertising  (e6) ,  some  personality  measures  (e7) ,  and  data 
on  savings  plans  and  savings  priorities,  a  distant  proxy  for  long-run  goals 
(e8) . 

Variables  currently  not  available  that  would  be  expected  to  play  impor- 
tant roles  in  our  model  are  the  amount  of  saving  and  its  allocation  in  a 
particular  period  (dl),  expected  wealth  (e6) ,  and  specific  long-run  goals 

1  3 


(e7) 


Inasmuch  as  the  available  data  pertain  only  to  the  wealth  and  its  com- 
ponents of  the  couples,  only  equations  1.4,  1.5  and  1.7  of  the  model  can  be 
tested  at  this  time.  These  equations  do,  however,  constitute  a  self-contained 


1  3 

Actually,  some  data  are  available  on  this  subject,  dealing  with  type 
of  job  hoped  for  ten  years  ahead,  urge  for  advancement,  and  felt  pressure  to 
move  ahead.  However,  it  was  not  felt  that  these  variables  would  be  particu- 
larly significant  in  the  present  case. 
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subraodei  of  their  own,  serving  to  determine  the  holding  of  particular  assets 
and  the  amounts  held.   Such  a  test  therefore  is  of  interest  as  applying  not 
only  to  the  validity  of  a  part  of  a  larger  model  but  also  to  the  validity  of 
a  model  of  wealth  allocation. 

For  statistical  testing,  four  variants  of  this  submodel  are  considered, 
all  variants  utilizing  (1.4)  and  (1.5)  to  determine  attitudes  toward  the 
asset  and  awareness  of  advertising  for  it.  The  variants  differ  in  the  de- 
termination of  the  allocation  of  wealth,  as  follows: 

I.  This  variant  utilizes  (1.7a)  and  (1.7b)  to  determine,  first,  which 
couples  own  a  particular  asset,  and  second,  for  the  owners  only 
how  much  is  owned  in  terms  of  the  share  of  the  total  portfolio 
(V,). 

II.  This  variant  utilizes  (1.7a)  to  determine,  as  before,  which  couples 
own  a  particular  asset.   In  place  of  (1.7b),  however,  a  second 
equation  (1.7c)  is  used  to  estimate  how  much  is  owned  (W.),  in 
logarithms  (to  reduce  effects  of  a  few  very  large  amounts) . 

III.  Instead  of  the  two-stage  process,  (1.7a)  and  (1.7b),  a  single 
equation,  (1.8)  is  used  to  estimate  V.,  including  couples  not  owning 
that  asset.   In  effect,  this  variant  is  a  test  of  the  superiority 

of  the  two-stage  approach  relative  to  Variant  I. 

IV.  As  another  test  of  the  effectiveness  of  the  two-stage  approach. 
Equations  (1.7a)  and  (1.7b)  are  replaced  by  a  single  equation 
(1.9)  estimating  the  amount  owned,  W. ,  in  a  particular  asset. 
The  result  is  then  compared  with  that  from  Variant  II. 

Five  asset  forms  were  tested--savings  accounts,  U.S.  government  bonds, 
marketable  securities,  real  estate  (including  own  home),  and  life  insurance 


:  w  j 


II'. 
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and  pension  plans.  All  equations  were  tested  in  linear  arithmetic  form. 
As  noted  earlier,  however,  logarithms  were  used  for  financial  magnitudes, 
including  income,  debt  and  total  net  wealth.  Although  the  preceding  for- 
mulation served  as  the  basis  for  selecting  variables,  the  actual  variables 
used  in  the  equations  were  many  more  than  those  listed,  primarily  for  two 
reasons.  One  was  that  where  data  permitted  separate  variables  were  used  for 
husband  and  wife.  This  was  done  partly  to  investigate  whether  separate  hus- 
band-wife effects  on  portfolios  seemed  to  exist,  a  major  topic  of  interest 
underlying  this  panel  operation.   Second,  in  view  of  the  exploratory  nature 
of  this  study  a  number  of  personality  and  attitudinal  variables  were  included 
for  testing,  especially  since  it  was  not  clear  a  priori  which  were  likely 
to  be  )iiost  influential . 

The  variables  used  in  each  case  are  listed  in  abbreviated  form  in  the 
tables  that  follow  and  a  complete  list  is  given  in  the  appendix  as  well  as  the 
form  of  the  variable  used. 

The  results  from  fitting  Equations  (1.4)  and  (l-S)  to  the  data  are  shown 
in  Table  1.  The  dependent  variables  are,  respectively,  rank  of  that  asset 
foim  as  desirable  for  saving  (1  as  the  highest,  5  as  the  lowest],  and  aware- 
ness of  advertisements  for  that  form  of  saving  mentioned  by  the  couple,  the 
latter  as  a  dichotcmous  variable.   In  fact,  liquation  (1.5)  could  be  fitted  to 
only  three  of  the  asset  forms,  because  awareness  of  advertisements  for  savings 
accounts  and  for  life  insurance  were  virtually  universal  among  this  group. 
Rank  of  the  asset  form  may  not  be  the  best  form  of  attudinal  variable  to 
use,  but  it  would  certainly  seem  to  be  one  possibility,  and  data  for  it  were 
available. 

The  independent  variables  include  two  personality  measure,  namely, 
tendency  toward  extravagance  on  the  part  of  the  husband  or  the  wife  and  the 
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1.  Beta  Coefficients  and  Goodness  of  Fit  of  Equations  d.4)  and  CI. 51 


1.4  Asset  ranking 


1,5  Ad  awareness 


Variable 

Al 

A2 

A3 

A4 

A5 

C2 
.02 

C3 
.15# 

C4 

Rank  of  given  asset 

-.07 

Education,  h 

-.03 

-.12 

.50** 

-.04 

-.06 

.10 

-.18# 

.07 

Education,  w 

.09 

-.01 

-.17* 

-.07 

-.06 

-.25** 

-.04 

-.03 

Priority  of  saving. 

h 

.11 

-.13 

.02 

.02 

.01 

-.02 

-.24* 

-.28** 

Priority  of  saving. 

w 

-.02 

-.03 

.02 

-.08 

.06 

-.07 

.11 

.21* 

Handling  of  income 

-.07 

.02 

-.00 

.03 

.03 

-- 

— 

-- 

Extravagance,  h 

-.00 

.04 

-.07 

-.01 

-.08 

-.06 

.01 

-.09 

Extravagance,  w 

-.09 

.12 

-.08 

.00 

.04 

.05 

-.05 

.08 

Life  holds  opportunities 
h 

.01 

-.05 

-.03 

-.05 

.11 

.00 

-.09 

-.08 

Life  holds  opportunities, 

w 

Detailed  expense  budget 

Log  of  debts 

Has  a  goal  for  total 
savings 

Plans  to  save  in  that 
asset 

Ads  noted  for  that  asset 

Owns  given  asset 


12 

.04 

.05 

-.01 

-.09 

07 

-.10 

.09 

-.01 

.03 

13 

-.06 

.11 

.01 

.03 

07 

.05 

.14# 

-.11 

.16# 

01 

-.00 

.15* 

-.05 

-.14# 

,16*   .09 


.04 


.02 


.02 


,00 


.12 


.06 


.08   -.05 


.01 


11 


Adj, 


.06 

.07 

,31 

.03 

.08 

.09 

.17 

.08 

.00 

.00 

.25 

.00 

.00 

.02 

.10 

.01 

Sample  size 


^Significant  at  .10  level 

*Significant  at  .05  level 

**Significant  at  .01  level 


rh  -  husband,  w  -  wife 
The   subscripts  denote  the  following 
assets : 

1  -  savings  accounts 

2  -  U.S.  Government  bonds 

3  -  marketable  securities 

4  -  real  estate  (including  own  home) 

5  -  life  insurance  and  pensions 
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extent  to  which  each  member  of  the  couple  feels  that  life  holds  opportunities. 
With  the  former  variable,  one  would  expect  negative  relationships  with  atti- 
tudes toward  different  assets,  with  the  exception  of  perhaps  pensions  and  in- 
surance toward  which  a  person  with  extravagant  tastes  may  feel  favorably  dis- 
posed in  order  to  be  covered  for  personal  catastrophe.  With  the  other  per- 
sonality variable,  one  would  expect  positive  relationships,  especially  in  the 
case  of  such  variable  dollar  holdings  as  securities  and  real  estate. 

In  fact,  as  is  evident  from  Table  1,  few  significant  relationships  at 
all  are  apparent.  In  the  case  of  Equation  1.4,  only  the  regression  for  se- 
curities appears  to  provide  a  meaningful  fit.  The  relationships  illustrated 
by  this  equation  serve  to  bring  out  an  anomaly  which  is  reinforced  by  the 
later  results,  namely,  a  tendency  for  the  husband  and  wife  to  disagree  with 
each  other  not  only  on  their  attitudes  toward  particular  assets  but  also  in 
the  distribution  of  their  portfolio.  Thus,  in  the  present  case  a  couple  is 
likely  to  take  a  more  favorable  attitude  toward  investing  in  securities  as 
the  education  of  the  wife  increases  and  as  the  education  of  the  husband  de- 
creases. The  other  significant  coefficients  in  this  equation  also  present 
somewhat  of  a  paradox,  implying  that  with  increased  awareness  of  advertising 
for  securities  or  with  more  plans  to  save  in  that  asset,  the  coxiple  has  a 
less  favorable  opinion  of  securities.  In  the  case  of  Equation  (1.5),  the 
results  in  Table  1  indicate  little  evidence  for  the  usual  views  that  inter- 
est in  a  particular  commodity,  or  senrice  relates  to  advertising  awareness. 
Indeed,  higher  priority  of  saving  in  a  particular  form  seems  to  reduce  aware- 
ness of  ads,  except  for  the  wife's  saving  priorities  for  real  estate.  Edu- 
cation also  seems  to  mitigate  against  ad  awareness,  four  of  these  six  coef- 
ficients being  negative,  including  the  only  two  significant  at  the  .10  level 
or  beyond. 
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Admittedly,  however,  the  goodness  of  fit  is  not  appreciable  for  any  of 
these  assets.  These  results  can  only  be  treated  as  suggestive  of  what  the 
true  relationships  may  be  after  a  more  thorough  analysis  and  with  more  ob- 
servations . 

The  beta  coefficients  and  the  goodness  of  fit  obtained  from  fitting  the 
three  equations  corresponding  to  Variants  I  and  II  to  estimate  holdings  of 
each  of  the  five  assets  are  presented  in  Table  2.   It  should  be  noted  that 
the  sample  size  varies  substantially  between  the  equations  attempting  to 
explain  whether  the  particular  couples  hold  a  given  asset  form  and  those 
attempting  to  explain  how  much  or  what  percent  of  the  portfolio  is  in  that 
form;  in  the  latter  case  only  those  couples  are  included  that  own  the  parti- 
cular asset. 

The  goodness  of  fit  seems  to  be  appreciably  better  than  for  the  first 
two  equations  of  the  model  and  many  more  coefficients  are  statistically  sig- 
nificant at  the  .01  level  or  beyond.  However,  the  adequacy  of  a  particular 
function  form  clearly  varies  substantially  with  the  type  of  asset.   The  most 
respectable  showing  overall  would  seem  to  be  that  of  the  functions  for  se- 
curities, which  explain  3S%  of  the  variation  in  ownership  of  the  asset, 
47%  of  the  variation  of  the  share  of  portfolio  for  the  owners  and  34%  of  the 
amount  owned,  all  adjusted  for  degrees  of  freedom.  The  functions  also  make 
a  very  respectable  showing  for  real  estate  ownership,  explaining  29%  of  the 
variation  in  ownership,  only  5%  of  the  share  of  the  portfolio  but  a  very  sub- 
stantial 79%  of  the  variation  in  the  amount  owned  (much  of  the  latter  because 
home  ownership  is  included  in  both  sides  of  the  equation) . 

The  explanation  of  the  variation  in  ownership  of  the  other  three  assets 

2 
(Equation  1.7a)  is  rather  low,  the  adjusted  R  varying  between  4%  and  11%. 
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Much  better  explanations  are  provided  in  those  cases  of  the  amounts  owned. 
The  proportion  of  the  total  variance  in  the  share  of  the  portfolio  or  in  the 
amount  owned  generally  varies  between  20%  and  40%,  with  the  exception  of 
the  share  of  the  portfolio  in  life  insurance  where  the  value  of  the  adjusted 
R^  is  only  .09. 

Before  considering  which  variables  are  primarily  responsible  for  these 
relationships,  it  is  preferable  to  examine  the  results  obtained  from  fitting 
the  two  equations  corresponding  to  Variants  III  and  IV  since,  as  will  be  noted 
shortly,  many  of  the  same  patterns  appear  in  all  four  variants.  The  latter 
set  of  results,  fitting  the  data  to  Equations  (1.8)  and  (1.9),  are  shown  in 
Table  3.   It  will  be  recalled  that  these  equations  correspond  to  Equations 
(1.7b)  and  (1.7c),  with  the  exception  that  the  entire  sample  is  included  in 
each  case  to  see  whether  the  two-stage  process  of  first  explaining  ownership 
and  then  amount  or  percent  owned  is  superior  to  doing  both  at  the  same  time. 

The  answer  to  this  question  would  seem  to  be  mixed,  judging  by  these 
results.  On  the  one  hand,  the  goodness  of  fit  of  one-stage  Equations  (1.8) 
and  (1.9)  is  generally  appreciably  less  than  that  of  corresponding  Equations 
(1.7b)  and  (1.7c).  However,  these  levels  of  goodness  of  fit  are  generally 
well  above  that  of  the  function  that  pinpoints  ownership.  Equation  (1.7a). 
Given  the  low  goodness  of  fit  of  that  equation  for  assets  such  as  savings  ac- 
counts, U.S.  government  bonds  and  life  insurance,  the  two- stage  procedure  could 
not  be  expected  to  yield  any  better  results  than  the  one-stage  procedure  in 
terms  of  explaining  the  percent  or  the  amount  held  of  a  particular  asset. 
However,  equations  (1.7b)  and  (1.7c)  would  seem  to  be  generally  superior  to 
Equations  (1.8)  and  (1.9),  respectively,  in  estimating  portfolio  shares  or 
absolute  amounts  owned,  given  that  the  couple  owns  the  particular  asset. 
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3.  Beta  Coefficients  and  Goodness  of  Fit  of  Equations  (1.8)  and  (1.9) 


Variable 


a 


Rank  of  given  asset 

Education,  h 

Education,  w 

Priority  of  saving,  h 

Priority  of  saving,  w 

Extravagance,  h 

Extravagance,  w 

Life  holds  opportunities,  h 

Life  holds  opportunities,  w 

Percent  of  1969  income  saved 

Relative  level  of  1969  saving 

Log  of  income 

Log  of  wealth 

Log  of  debts 

Goal  for  total  saving 

Plans  to  save  in  that  asset 

Ad  exposure  to  that  asset 

r2 
Adj.  R^ 


1.8 

Share  of  portfolio, 
total  sample 

1 

. 9  Amount  owned , 

total  samp] 

.e 

VI 

V2 

V3 

V4 

V5 

m 

W2 

W3 

W4 

W5 

.04 

.09 

.29** 

.10 

.12 

-.00 

.17* 

,20** 

.01 

.18** 

.03 

.02 

.05  - 

-.05 

.03 

.02 

-.01 

.18*  - 

•.11# 

.14 

-.02 

-.04 

-.19*  - 

-.02 

-.00 

.04 

.03 

-.22** 

.00 

.00 

-.18# 

-.01 

-.07 

.10 

.04 

.21* 

.00 

.05 

.15* 

.17# 

.03 

.10 

-.04 

.03 

-.09 

.07 

-.05 

.05  - 

-.06 

-.18# 

-.14# 

.09 

-.05 

.08 

.22** 

-.12 

.02 

-.08 

.06 

.20** 

.06 

-.01 

.01  - 

-.16* 

.09 

.01 

-.00 

.00  - 

-.10* 

.06 

-.11 

.01 

-.03 

.02 

.12 

.01 

-.02 

.02   - 

-.03 

.06 

-.01 

.02 

,09 

.03 

-.22** 

-.07 

-.00 

-.05 

.05 

-.12# 

-.15# 

-.06 

-.09 

.14# 

-.03 

-.06 

.04 

-.11 

.02 

.03 

-.07 

.06 

.12#  - 

-.03 

.04 

-.17* 

.07 

.12# 

.02 

.03 

-.15# 

-.01 

-.13# 

.20* 

-.12 

-.10 

.07 

.06 

.05 

.00 

-.11 

-.07 

.51** 

.01 

-.03 

,36** 

.17 

.23* 

.65** 

.46** 

-.27** 

'    .03 

-.07 

.27** 

-.11 

-.04 

-.05 

-.05 

.20** 

-.11 

-.03 

.16* 

.06  - 

•.13# 

.10 

-.04 

.08 

.06   - 

-.06 

.10 

.16* 

.17* 

.04 

.09 

.11 

.27** 

.35** 

.31** 

,08# 

.04 

-.11 

-.17* 

-.05 

.11 

-.05 

-.07 

-.02 

.07 

.04 

-.05 

.28 

.11 

.37 

.24 

.17 

.22 

.21 

.39 

.70 

.33 

.20 

.02 

.30 

.16 

.08 

.13 

.13 

.32 

.67 

.26 

* 
** 


^Significant  at  .10  level 
Significant  at  .05  level 
Significant  at  .01  level 


fh  -  husband,  w  -  wife 
Subscripts  denote  the  following  eissets: 

1  -  savings  accounts 

2  -  U.S.  Government  bonds 

3  -  marketable  securities 

4  -  real  estate  (including  own  home) 

5  -  life  insurance  and  pensions 
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With  regard  to  the  significance  of  particular  types  of  variables  on 
these  relationships,  a  nvunber  of  tentative  inferences  can  be  made,  some  of 
which  seem  rather  surprising.   In  particular: 

1.  The  ranking  accorded  a  particular  asset  is  not  always  highly  cor- 
related with  ownership  of  that  asset  or  amounts  owned.  The  pri- 
mary instances  where  such  positive  relationships  exist  are  for 
U.S.  government  bonds  and  for  marketable  securities. 

2.  The  two  personality  variables  affect  ownership  of  the  assets  in 
diverse  ways.  As  hypothesized,  couples  where  one  member  (especially 
the  husband)  tends  to  be  extravagant  are  more  likely  to  own  life 
insurance  and  pensions ,  and  to  have  more  of  their  assets  in  that 
form.  Extravagant  tendencies  otherwise  usually  appear  to  be  nega- 
tively correlated  with  ownership  of  marketable  securities  and  of 
real  estate,  with  some  exceptions.  The  other  personality  variable, 

if  life  holds  opportunities,  seems  to  manifest  its  main  effect  through 
the  wife.  The  more  likely  she  is  to  hold  this  opinion  the  less  like- 
ly is  the  couple  to  hold  government  bonds  or  life  insurance  and  the 
more  likely  is  the  couple  to  hold  marketable  securities. 

3.  As  one  might  expect,  the  indicators  of  general  well-being  and  of 
wealth  affect  appreciably  the  ownership  of  particular  assets.  The 
wealth  variable  would  seem  to  be  most  important,  exerting  a  strong 
positive  influence  on  all  assets  held  except  for  government  bonds. 
At  the  same  time,  wealth  is  also  positively  correlated  with  whether 
any  government  bonds  or  marketable  securities  are  owned  and  tends 
to  be  negatively  correlated  with  the  share  in  the  portfolio  of  all 
the  five  assets  covered  except  for  marketable  securities.  The  income 
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variable  is  also  significant,  primarily  in  influencing  ownership 
of  real  estate,  acting  to  reduce  the  portfolio  share  in  savings 
accounts  and  marketable  securities  but  to  increase  the  amount  owned 
in  government  bonds.  Debts  are  positively  correlated  with  owner- 
ship in  amounts  owned  in  the  form  of  real  estate  (mainly  because 
mortgages  are  included  in  debts)  and  are  inversely  correlated  with 
ownership  of  savings  accounts. 

4.  An  "intentions"  variable  in  the  form  of  stated  plans  to  save  in  a 
particular  asset  is  highly  positively  correlated  to  ownership  of 
four  of  the  five  assets,  and  is  also  seen  to  affect  amounts  owned 
in  those  four  assets.  Thus,  an  intentions  variable  in  the  case  of 
saving  may  be  of  real  value  for  future  prediction  although  in  this 
case  the  comparison  is  between  current  ownership  and  future  plans 
rather  than  the  more  usual  comparison  between  current  plans  and 
future  ownership. 

5.  As  in  the  case  of  Table  1,  exposure  to  advertisements  for  a  par- 
ticular type  of  asset  appears  to  have  no  discernible  effect  on  owner- 
ship of  that  asset  or  amounts  owned.  Indeed,  the  only  two  coeffi- 
cients which  are  statistically  significant  at  the  levels  used  in 
this  study  are  both  negative. 

6.  These  results  tend  to  bring  out,  possibly  for  the  first  time,  that 
both  the  husband  and  the  wife  may  exert  strong  influence  on  the 
saving  behavior  of  the  family  and,  moreover,  that  this  influence 
may  be  in  opposite  directions.  Thus,  education  of  the  husband  is 
seen  to  influence  asset  ownership  significantly  (at  the  .01  level 
or  beyond)  five  times.   Education  of  the  wife  affects  ownership 
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in  these  five  sets  of  equations  three  times.  Yet,  in  every  case 
where  the  coefficient  of  education  of  one  member  of  the  couple  is 
statistically  significant,  the  education  coefficient  of  the  other 
member  has  the  opposite  sign!  The  most  striking  instance  occurs 
on  the  amount  owned  of  marketable  securities  of  the  total  sample 
(Equation  1.9)  where  the  husband's  education  is  strongly  positively 
correlated  with  amount  owned  while  the  wife's  education  exhibits 
an  even  stronger  negative  correlation. 

This  suggestion  of  possible  internal  conflict  receives  further 
support  from  comparison  of  the  husband-wife  coefficients  on  priority 
of  saving.  The  husband's  coefficient  is  significant  nine  times, 
the  wife's  coefficient  four  times,  and  in  every  instance  the  husband's 
coefficient  and  the  wife's  coefficient  have  opposite  signs,  including 
four  pairs  where  both  coefficients  are  significant! 

The  evidence  from  the  two  personality  variables  is  also  in  the 
same  direction  though  not  nearly  as  strong.  Of  18  times  in  which 
one  or  the  other  coefficients  of  the  pair  is  statistically  signi- 
ficant, the  husband-wife  coefficients  have  opposite  signs  ten  times. 
There  is  no  instance  here  of  both  coefficients  being  significant 
at  the  same  time. 

At  the  least,  it  would  seem  that  there  is  little  agreement 
between  husbands  and  wives  on  saving  practices  or  priorities.   Clear- 
ly, the  question  of  husband-wife  interrelations  in  saving  behavior 
(as  well  as  on  spending  behavior)  is  a  subject  that  merits  much 
further  study. 
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IV.  Conclusions 

This  study  of  the  asset  accumulation  decisions  of  young  married  couples 
has  attempted  to  provide  a  general  framework  for  explaining  such  decisions 
and  has  provided  some  empirical  tests  of  a  part  of  this  framework.  The  results 
are  mixed,  as  one  might  expect  in  an  exploratory  study  of  this  type. 

The  weakest  part  of  the  model  would  seem  to  be  the  explanation  of  saving 
attitudes  and  of  exposure  to  advertising.   In  the  former  respect,  much  more 
work  remains  to  be  done,  partly  in  investigating  what  is  the  most  appropriate 
dependent  variable  and  partly  in  considering  what  other  factors  may  enter  into 
the  explanation  of  attitudes.  Alternatively,  one  might  not  seek  any  explana- 
tion of  this  type  of  variable  on  the  ground  that  it  is  essentially  exogenous 

to  the  explanation  of  economic  decisions.  However,  this  is  not  an  idea  we 

It 
are  prepared  to  accept  as  yet  without  much  further  testing. 

The  puzzling  results  are  with  regard  to  the  exposure  of  the  young  couples 

to  advertising,  both  in  low  goodness  of  fit  for  explaining  this  variable  and 

in  its  lack  of  significance  in  explaining  asset  decisions.  A  number  of  other 

tests  might  be  run  before  these  findings  can  be  accepted  at  face  value,  since 

it  is  indeed  hard  to  believe  that  advertising  of  the  magnitude  practiced  by 

some  financial  institutions  is  without  effect.   Possibly  this  is  due  to  the 

use  of  this  variable  in  dichotomous  form,  which  for  some  assets  means  its 

exclusion  altogether  because  of  advertising  awareness  by  the  total  sample. 

Here  the  panel  feature  of  the  study  could  prove  very  useful,  since  questions 

can  be  asked  of  the  panel  members  in  future  waves  on  such  matters  as  the  reasons 


it 
As  Katona  has  argued,  the  distinction  between  economic  and  non-economic 

forces  is  often  very  tenuous.   See,  for  example,  his  Psychological  Analysis 

of  Economic  Behavior  (New  York:  McGraw-Hill,  1951);  also  "Expectations  and 

Decisions  in  Economic  Behavior,"  in  Tlie  Policy  Sciences  (Stanford:  Stanford 

University  Pi-ess,  1951). 
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£or  particular  attitudes  toward  advertising  and  of  the  relative  influence  they 
feel  advertising  has  in  guiding  their  investments  among  many  other  variables. 

Although  the  financial  behavior  variables  are  reasonably  well  explained 
by  the  model,  room  for  improvement  here  also  exists,  particularly  in  pinpoint- 
ing which  couples  do  and  which  couples  do  not  own  particular  types  of  assets. 
In  any  event,  however,  the  results  would  seem  to  suggest  three  major  future 
lines  of  study  in  the  explanation  of  asset  accumulation  decisions.   First, 
it  would  be  more  meaningful  to  treat  ownership  of  all  types  of  assets  as  inter- 
dependent, so  that  ownership  of  any  one  asset  is  a  function  of  ownership  of 
other  assets.  Such  interdependence  is  logical  not  only  from  a  financial 
but  also  from  a  psychological  point  of  view,  e.g.,  home  ownership  may  be 
regarded  as  a  form  of  insurance.  Building  on  the  results  of  the  present  study, 
such  an  approach  should  be  more  easily  manageable. 

Second,  the  practice  in  the  past  of  treating  a  couple  (or  a  family) 
as  a  unit  may  well  have  been  a  mistake,  for  this  study  provides  evidence  that 
when  it  comes  to  asset  decisions  husbands  and  wives  may  not  agree  with  each 
other.  Hence,  an  explanation  of  these  decisions  may  lie  not  in  treating  the 
family  as  a  unit  but  in  considering  each  of  its  major  component  parts  and  of 
how  they  interact  with  each  other. 

Third,  attitude  and  personality  variables  are  also  found  to  influence 
asset  behavior  and  need  to  be  included  along  with  the  usual  economic  variables 

1  5 

in  models  of  this  type.  How  best  to  do  so  remains  a  mystery.    This  is  yet 


15 

One  other  approach  tried  here  that  met  with  no  success  was  to  treat 
the  equations  (1-4)  and  (1.7)  as  a  true  recursive  system  with  the  estimated 
attitude  from  (1.4)  used  as  an  independent  variable  in  (1.7).  The  results 
were  no  different  than  before. 
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one  more  case  where  economic  behavior  and  non-economic  factors  have  to  be 
brought  into  juxtaposition,  something  that  George  Katona  has  been  advocating 
for  more  years  than  we  would  like  to  recall. 


July  1971 
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Appendix,  List  of  Variables 

Asset  ranking--!  (highest)  to  5  (lowest) . 

Ad  awareness,  dichotomy, --1  (1  or  more  ads),  0  (none). 

Ownership  of  asset,  dummy  variable--!  (yes),  0  (no). 

1.  Savings  accounts  and  shares,  including  certificates  of  deposits,  all 
types  of  savings  institutions. 

2.  U.S.  Government  bonds,  bills  and  notes. 

3.  Marketable  securities,  including  common  and  preferred  stock  and  all 
bonds  except  U.S.  Government. 

4.  Real  estate  investments,  including  own  home. 

5.  Life  insurance  and  pension  plans,  all  types  including  Social  Security 

Amount  owned  of  asset,  current  dollar  values,  securities  and  real  estate  at 
market  values,  life  insurance  and  pensions  at  amounts  paid  in. 

Education,  highest  grade  completed- -none  (0)  to  graduate  school  (17). 

Priority  of  saving--0  (lowest)  to  S  (highest) . 

Handling  of  income--0  (use  as  available)  to  7  (advance  plans  for  spending 

and  saving) . 

Extravagance,  tendency  toward,  sum  of  four  scale  questions--0  (none)  to 

4  (high). 

Life  holds  opportunities,  dichotoray--0  (no),  1  (yes). 

Specificity  of  expense  budget --0  (none)  to  3  (high) . 

M.iS  goal  for  total  savings,  dichotomy--0  (no),  1  (yes). 

Plasij-   to  save  in  that  asset,   dichotomy--0    (no),    1    (yes). 

Percent  of  1969  income  saved,  actual  percent,  positive  or  negative. 

Relative  level  of  1969  saving  compared  to  last  year,  trichotomy--0  (low) , 

1  (same), 

2  (high). 


